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Summary 

The gross federal debt, which represents the federal government’s total outstanding debt, consists 
of (1) debt held by the public and (2) debt held in government accounts, also known as 
intragovemmental debt. Federal government borrowing increases for two primary reasons: (1) 
budget deficits and (2) investments of any federal government account surpluses in Treasury 
securities, as required by law. Nearly all of this debt is subject to the statutory limit. 

Treasury has yet to face a situation in which it was unable to pay its obligations as a result of 
reaching the debt limit. In the past, the debt limit has always been raised before the debt reached 
the limit. However, on several occasions Treasury took extraordinary actions to avoid reaching 
the limit which, as a result, affected the operations of certain programs. If the Secretary of the 
Treasury determines that the issuance of obligations of the United States may not be made 
without exceeding the public debt limit, Treasury can make use of “extraordinary measures.” 
Some of these measures require the Treasury Secretary to authorize a debt issuance suspension 
period. 

Since 2011, the debt limit has been increased through provisions of four pieces of legislation. The 
debt limit was increased on August 2, 2011, as part of the Budget Control Act of 2011 (BCA; P.L. 
1 12-25). The BCA also provided for two additional debt limit increases, which occurred in 
September 2011 and January 2012. On February 4, 2013, the statutory debt limit was suspended 
through May 18, 2013, as part of the No Budget, No Pay Act of 2013 (P.L. 1 13-3). On October 
17, 2013, the debt limit was suspended again through February 7, 2014, as part of the Continuing 
Appropriations Act, 2014 (P.L. 113-46). On February 15, 2014, the debt limit was suspended for a 
third time through, March 15, 2015, as part of the Temporary Debt Limit Extension Act (P.L. 113- 
83). Between the enactment of each of these legislative measures, Treasury used extraordinary 
measures to continue financing obligations. On May 19, 2013, February 8, 2014, and March 16, 
2015, the debt limit was reinstated at a level which accommodated borrowing incurred during the 
suspension periods. 

Budget outlays and revenue collections along with the funds contained in the extraordinary 
measures will affect the timing of when the debt limit is reached. If the debt limit is reached and 
Treasury is no longer able to issue federal debt, federal outlays would have to be decreased or 
federal revenues would have to be increased by a corresponding amount to cover the gap in what 
cannot be borrowed. 

It is extremely difficult for Congress to effectively influence short-term fiscal and budgetary 
policy through action on legislation adjusting the debt limit. The need to raise (or lower) the limit 
during a session of Congress is driven by previous decisions regarding revenues and spending 
stemming from legislation enacted earlier in the session or in prior years. Nevertheless, the 
consideration of debt limit legislation often is viewed as an opportunity to reexamine fiscal and 
budgetary policy. Consequently, House and Senate action on legislation adjusting the debt limit is 
often complicated, hindered by policy disagreements, and subject to delay. 
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T he federal government’s statutory debt limit was reinstated on March 16, 2015, at a level 
that accommodated the borrowing incurred during the suspension period, which ended on 
March 15, 2015 (P.L. 1 13-83). 1 Treasury immediately began using its authority outside of 
its typical cash management practices to pay federal obligations to delay the date by which the 
debt limit would impede the federal government’s ability to make timely payments on all of its 
obligations (through a debt issuance suspension period as well as other methods discussed in 
more detail later in this report). Similar actions have been taken previously. If these financing 
options are exhausted and Treasury is no longer able to pay for all federal obligations, some 
federal payments to creditors, vendors, contractors, state and local governments, beneficiaries, 
and other entities would be delayed or limited. This could result in significant economic and 
financial consequences that may have a lasting impact on federal programs and the federal 
government’s ability to borrow in the future. 

This report examines the possibility of the federal government reaching its statutory debt limit 
and not raising it, with a particular focus on government operations. First, the report explains the 
nature of the federal government’s debt, the processes associated with federal borrowing, and 
historical events that may influence prospective actions. It also includes an analysis of what could 
happen if the federal government may no longer issue debt, has exhausted alternative sources of 
cash, and, therefore, depends on incoming receipts or other sources of funds to provide any cash 
needed to liquidate federal obligations. 2 A discussion of the effects that prior debt limit impasses 
have had on the economy is also included. Finally, this report lays out considerations for 
increasing the debt limit under current policy and what impact fiscal policy could have on the 
debt limit going forward. 



Federal Government Debt and the Debt Limit 3 

The gross federal debt, which represents the federal government’s total outstanding debt, consists 
of: 



• the debt held by the public and 

• the debt held in government accounts, also known as intragovemmental debt. 

Federal government borrowing increases for two primary reasons: (1) budget deficits and 

(2) investments of any federal government account surpluses in Treasury securities as required by 

law. 4 



1 The current level of federal debt can be found in the U.S. Department of the Treasury, Daily Treasury Statement, 
Table III-C, available at http://fms.treas.gov/dts/index.html. 

2 The possible scenario sometimes has been referred to generically as a debt limit crisis. U.S. General Accounting 
Office (now the Government Accountability Office and hereinafter GAO), Debt Ceiling: Analysis of Actions During 
the 2003 Debt Issuance Suspension Periods, GAO-04-526, May 2004. 

3 This section draws on CRS Report 98-453, Debt-Limit Legislation in the Congressional Budget Process, by Bill 
Heniff Jr., and CRS Report RL31967, The Debt Limit: Histoiy and Recent Increases, by D. Andrew Austin and Mindy 
R. Levit. 

4 If the budget is in surplus and intragovemmental debt rises by an amount that is less than the budget surplus, the total 
debt would not increase. See the later discussion in the section titled “Implications of Future Federal Debt on the 
Debt Limit.” 
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The debt held by the public represents the total net amount borrowed from the public to cover the 
federal government’s accumulated budget deficits. Annual budget deficits increase the debt held 
by the public by requiring the federal government to borrow additional funds to fulfill its 
commitments. 

The debt held in government accounts represents the federal debt issued to certain accounts, 
primarily trust funds, such as those associated with Social Security, Medicare, and 
Unemployment Compensation. Generally, government account surpluses, which include trust 
fund surpluses, by law must be invested in special non-marketable federal government securities 
and thus are held in the form of federal debt. 5 Treasury periodically pays interest on the special 
securities held in a government account. Interest payments are typically paid in the form of 
additional special securities issued by Treasury to the trust funds, which also increases the amount 
of intragovemmental debt and federal debt subject to limit. 

When a trust fund invests in U.S. Treasury securities, it effectively lends money to the rest of the 
government. The loan either reduces what the federal government must borrow from the public if 
the budget is in deficit, or reduces the amount of publicly held debt if the budget is in surplus. At 
the same time, the loan increases intragovemmental debt. The revenues exchanged for these 
securities then go into the General Fund of the Treasury and are indistinguishable from other cash 
in the General Fund. This cash may be used for any government spending purpose. 6 

Congress created a statutory debt limit in the Second Liberty Bond Act of 1917. 7 This 
development changed Treasury’s borrowing process and assisted Congress in its efforts to 
exercise its constitutional prerogatives to control the federal government’s fiscal outcomes. The 
debt limit also imposes a form of fiscal accountability that compels Congress and the President to 
take deliberate action to allow further federal borrowing if necessary. 

Almost all of the federal government’s borrowing is subject to a statutory limit. 8 From time to 
time, Congress has considered and adopted legislation to change or suspend this limit. Because 
the statutory limit applies to debt held by the public as well as intragovemmental debt, both 
budget deficits and government account surpluses may contribute to the federal government 
reaching the existing debt limit. 



The Debt Limit and the Treasury 

Treasury’s standard methods for financing federal activities can be dismpted when the level of 
federal debt nears its legal limit. If the limit prevents Treasury from issuing new debt to manage 



5 GAO, Federal Trust and Other Earmarked Funds Answers to Frequently Asked Questions, GAO-0 1-199SP, January 
2001, pp. 17-18. 

6 For an explanation of how this process works for the Social Security Trust Funds, see the section of the Appendix 
titled “Social Security Trust Fund Cash and Investment Management Practices.” 

7 Chapter 56, 40 Stat. 288 (1917). The debt limit is now codified at 31 U.S.C. §3101. 

8 Treasury currently defines “Total Public Debt Subject to Limit” as “the Total Public Debt Outstanding less 
Unamortized Discount on Treasury Bills and Zero-Coupon Treasury Bonds, old debt issued prior to 1917, and old 
currency called United States Notes, as well as Debt held by the Federal Financing Bank and Guaranteed Debt.” 
Approximately 0.1% of total federal debt is not subject to the debt limit. For more information, see U.S. Office of 
Management and Budget (hereinafter OMB), Budget of the U.S. Government for FY2014, Analytical Perspectives, 
Chapter 5 and Table 5-2. 
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